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WILL U.S. FOREIGN POLICY DETERMINE LOANS BY WORLD BANK? 


a ae sudden resignation of Mr. Eugene Meyer as 


president of the International Bank for Recon- 
struction and Development on December 4, exactly 
six months after he had been chosen for the office, 
has caused widespread speculation as to the motives 


\ for his action. In his letter to the executive directors, 
| Mr. Meyer recalled that he had accepted the post 
| with the understanding that he would withdraw as 


soon as the institution was a going concern. This 
stage, he said, had been reached. But since Mr. 
Meyer's resignation comes just when the Bank is 
considering the first loan applications (France, Po- 
land, Czechoslovakia, Chile, Denmark, the Nether- 
lands, and Iran have either filed a formal request for 
a loan, or expressed their intention to do so) and has 
not yet completed arrangements to tap private capital 
funds, it has been suggested that his decision was the 


result of a high-level controversy over future opera- 
tions of the loan agency. 


U.S. AND THE BANK. In particular, administra- 
tion officials in Washington are reported to oppose 
loans by the Bank to its Eastern European members— 
Poland, Czechoslovakia, and Yugoslavia. The United 
States has the principal stake in the capital of the 
Bank—$3,175,000,000, or 41.40 per cent of the total. 
Most of the funds to be loaned by the Bank, how- 
ever, are to be obtained from the sale of its deben- 
tures or securities guaranteed by it. The United States, 
which has the largest pool of private savings, will 
therefore be the logical source of these funds. 
Consequently Washington has a paramount interest 
in the affairs of the agency. 

The Articles of Agreement of the International 
Bank expressly provide that the Bank and its officers 
shall not interfere in the political affairs of any mem- 
ber, and that all loans must be based solely on eco- 
nomic considerations. The United States, however, 


is in a position to render this mandate ineffectual 
by withholding use of its dollar contribution and by 
denying the Bank the privilege of marketing here 
its obligations and guaranteed debentures. Such a 
veto is authorized by the Articles. In effect the 
Bank’s loan policies must be in accordance with the 
attitude of the American government toward poten- 
fial borrowers. The foreign policy of the United 
States toward Eastern Europe will therefore be an 
important factor in all decisions concerning loans by 
the Bank to nations in that area. 

As chief officer of the Bank, Mr. Meyer had in- 
sisted on scrupulous adherence to the mandate con- 
tained in the Articles of Agreement. In a 
made in New York shortly after his resignation, he 
cited the requirement that the Bank must operate on 
a strictly business basis, and added that this was es- 
sential to its success. By contrast, the United States 
director of the Bank, Mr. Emilio G. Collado, told 
the Investment Bankers Association on December 3 
that political relations are to some extent, at least, 
connected with the question of the soundness of 
the Bank’s loans. Political policies that have impor- 
tant economic consequences relating to the purposes 
of the Bank and repayment of its loans must be given 
careful consideration, he added. 


NEED FOR LOANS. Until some decision is made 
by the Truman administration on the extent to which 
the Bank will be authorized to use freely dollar cap- 
ital funds, the future of its operations must mecessar- 
ily remain uncertain. Meanwhile, the Bank is under 
great pressure from members of the UN to make 
loans as promptly as possible. Countries devastated 
during the war are in dire need of funds to carry 
forward the work of reconstruction. Hitherto, the 
United States has granted large credits through the 
Export-Import Bank; but the funds of this agency 
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have now been almost entirely allocated. The private 
capital market for foreign loans has not yet been 
restored. 

A further obstacle to the restoration of world eco- 
nomic unity is the rising tide of economic national- 
ism. A surprising example of this trend was the re- 
pudiation on December 22 of the reciprocal trade 
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agreements program by spokesmen for southern farm- 
ers, Freer, multilateral trade is the keystone of Amer- 
ican economic foreign policy as expressed in Wash- 
ington’s proposals for the International Trade Or- 
ganization, and without it neither the Bank nor the 
International Monetary Fund can succeed. 


Haro_p H. HUTCHESON 


TENSION MOUNTS AS SPANIARDS DEBATE ALTERNATIVES TO FRANCO 


The resolution passed by the General Assembly 
on December 13, providing that United Nations 
members withdraw their envoys from Madrid has 
raised many questions as to the repercussions that 
diplomatic isolation may have inside Spain. Actually 
Spain is already isolated from its neighbors, not only 
because it did not participate in the war experience 
common to most of Europe, but also because Span- 
iards continue to accept certain economic and social 
traditions which have been abandoned by other 
western European peoples as unfitted to the condi- 
tions of post-war life. These considerations must be 
borne in mind in any attempt to ascertain how UN 
action may affect the opposing groups—the organ- 
ized resistance, the Army, General Franco and the 
Falange—as well as the large numbers of Spaniards 
who may not be fully represented by any of these 
groups but are influenced by, and in turn, influence 
internal political stratecy. 


CRISIS WITHIN THE RESISTANCE. The re- 
sistance forces at home and abroad had pinned their 
hopes on collective economic sanctions against the 
Franco government, believing that the Spanish 
people would welcome United Nations intervention 
in their behalf. The recommendation of the General 
Assembly, however, did no more than legalize an 
already existing situation. For with the exception of 
Britain the powers having diplomatic relations with 
Madrid maintained only skeleton staffs in that cap- 
ital, and the British government withdrew its Am- 
bassador on December 21. Republican sympathizers 
are now faced with the task of developing a new 
strategy to unseat Franco, and it is possible that 
underlying disagreements between the Spanish un- 
derground and the exiles may bring about a perma- 
nent division between the two groups. The Giral 
government-in-exile has more moral than legal justi- 
fication for its claim to be the juridical successor of 
the last Spanish Republican government. This regime 
was formed in 1945, according to a formula pat- 
terned on that elaborated by the Big Three at Yalta 
for representation of all anti-Fascist elements in the 
provisional government of liberated countries, in 
the hope of winning the support of Britain and the 
United States for UN action against Franco. The 
anti-Franco elements represented in the Giral group 
range from the Catholic republican right to An- 
archists and Communists, and include the Catalan, 


Basque and Galician parties. At the same time, the 
various resistance groups operating underground in 
Spain joined in a single organization, the National 
Alliance of Democratic Forces, and provisionally 
conceded the task of representing it abroad to the 
Giral group. 

While the government-in-exile, as a group, wants 
the restoration of the Republic on the constitutional 
basis of 1931 (it would, however, accept modifica- 
tion of the provision separating the powers of 
Church and State), the Alliance holds that the Span- 
ish people should be given the opportunity to choose 
between a monarchical and a republican form of 
government. This difference is more than a question 
of procedural tactics, as many exiled Spaniards claim 
it is. It reveals that with the years, and under the 
stress of different experience, the divergence in point 
of view between the resistance forces of the interior 
and the exiles has perceptibly widened. As a result 
of Giral’s failure to obtain more positive results 
from the UN General Assembly, a crisis seems to 
be brewing in the government-in-exile, with at least 
the UGT (the Socialist workers’ party) on the point 
of withdrawing its representation. This crisis may 
be carried into the Alliance itself, with the result 
that the resistance may polarize at two extremes— 
the Communists continuing to support the govern- 
ment-in-exile, and the Socialists, the most numerous 
group in the Alliance, and the Anarchists disposed 


to consider compromise. This raises the question | 


whether another solution to the Spanish problem 
exists which could command at least the provisional 
allegiance of the moderates in the opposition and the 
majority of the Spanish people. 


PALACE REVOLUTION —AN_ IMPROVE- 
MENT? Were the Spanish army to intervene in the 
present impasse, this would be in keeping with his- 
torical precedent. The possibility of such interven- 
tion is indicated by recurring reports of exploratory 
conversations between interested British individuals 
and army leaders—conversations which have recent- 
ly been broadened, it is reported, to include right- 
wing republican sympathizers. There are certain fac- 
tors which incline the Army to support Franco, and 
others tending to alienate military leaders from the 
present regime. Perhaps the most important consid- 
eration of the latter nature is the growing popular 
dissatisfaction with the government. This might 
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induce the Army to take action against Franco in 
order to forestall possible measures on the part 
of an underground group. The Army recognizes, 
moreover, that it itself is becoming increasingly 
unpopular with the people. There is much re- 
sentment — directed perhaps more at Franco than 
at the Army—against the length and hardships of 
military service; the special privileges showered on 
the non-commissioned officers and the officer cadets; 
the widespread Army racketeering; and the dispro- 
portionate share of the national budget devoted to 
military expenditures. Military men must be aware 
that, if they were to supplant Franco, the Army 
would win the dominant position it now continually 
disputes with the Falange party. Under its leader- 
ship, too, the Spanish people might be guided to 
accept a monarchy, a political solution which would 
have the support of many top-ranking officers. 


It is possible that the anti-Franco moderates would 
not object if the Army were to take measures against 
Franco, on the ground that military intervention in 
Spain will eventually open the way to government 
by constitution. But they could hardly accept any 
interim arrangement that did not put an immediate 
end to the black market operated by the Army and 


Page Three 














to the system whereby civilians charged with polit- 
ical crimes are tried in military courts. They would 
insist on restoration of the judiciary, a fairly inclu- 
sive political amnesty, partial demobilization, the in- 
clusion of civilians in the provisional government, 
and an honestly conducted plebiscite on the mon- 
archy-republic question based on a new electoral 
count. These stipulations would mean some abroga- 
tion of the special prerogatives which the Army now 
enjoys under Franco—and which have so far pre- 
vented it from acting. From the standpoint of the 
moderates in the opposition, moreover, any interim 
government is bound to be unsatisfactory in many 
essential details and to entail considerable risk. The 
greatest risk is the possibility that open hostilities 
would accompany the fall of the present regime. 
Almost all reports coming out of Spain agree at 
least on one point: that the vast majority of people 
would be opposed to violence and predisposed to the 
side that gave the best promise of maintaining order. 
If the Republicans seem to move slowly at the pres- 
ent time it may be because they are reluctant to ex- 
change a familiar situation for one that is still un- 
known, and does not necessarily connote improve- 


ment. O.tveE HoLMEs 


F.P.A. BOOKSHELF 


The New Poland, by Irving Brant. New York, Universe 
Publishers, distributed by International Universities 
Press, 1946. $1.50; paper $1.00 
An expansion of articles which appeared in the Chicago 

Sun and the New Republic. The author was special cor- 

respondent of the Sun in Poland. 


The Free State, by D. W. Brogan. New York, Knopf, 1945. 
$2.00 
A defense of democratic institutions by the British au- 
thor of The American Character. Trenchant comment on 
Germany’s inability to govern itself democratically is 
woven into the text which never sidesteps the difficulties 
inherent in government by free institutions. 


China and America: The Story of their Relations since 
1784, by Foster Rhea Dulles. Princeton, Princeton Uni- 
versity Press, 1946. $2.75 
A factually sound, well-written account of Chinese- 

American relations. Valuable both as a text and as an 

introduction for the general reader. 


Talk about Russia: with Masha Scott, by Pearl S. Buck. 
New York, John Day, 1945. $1.75 
A straightforward and moving picture of the life of 
the young generation in Russia emerges from these con- 
versations with the Russian wife of John Scott, recorded 
with warm sympathy by Pearl Buck. 


The Wild Flag, by E. B. White. Boston, Houghton Mifflin, 
1946. $2.00 


A collection of editorials from the New Yorker which 
are pointedly eloquent appeals for world government. 


I See the Philippines Rise, by Carlos P. Romulo. Garden 
City, Doubleday, 1946. $2.75 
Dramatic description of the re-conquest of the Philip- 
pines, with an account of underground activities and per- 
sonal sidelights on General MacArthur. 


Japan’s Prospect, edited by Douglas G. Haring. Cambridge, 
Harvard University Press, 1946. $4.00 


Nine contributors join to produce a valuable analysis 
of the economic, political, religious and military aspects 
of Japanese life, together with a discussion of Japan’s 
place in the world. 


The Great Challenge, by Louis Fischer. New York, Duell, 

Sloan and Pearce, 1946. $4.00 

A veteran correspondent, who spent many years in 
Moscow, tells why he has arrived at a philosophy of “double 
rejection” of both Fascism and Communism, and urges 
democratic nations to meet Russia’s challenge by broad- 
ening their own outlook on political, economic and social 
matters. 
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IMPACT OF U.S. ECONOMY ON WORLD 
TRADE by Harold H. Hutcheson 


25 cents 


December 15 issue of ForEIGN Poticy REPORTS 
REPORTS are issued on the ist and 15th of each month. 
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ARMY-NAVY MERGER FORMS CORE OF TRUMAN’S MILITARY PLANS 


The core of American military policy as envisaged 
by President Truman is the plan for unification of 
the armed forces. Undismayed by failure of the last 
Congress to turn the plan into law, the President 
is expected to submit the same proposals to the 
coming Congress with stronger arguments than those 
he used a year ago. For observers who believe with 
the President that unification would increase this 
country’s military efficiency, the importance of the 
plan has grown with every indication that the Re- 
publican majority in the next Congress intends to re- 
duce the size of the Army and Navy by cutting 
down appropriations. Two military establishments 
thus weakened would safeguard the etime in- 
terests and support the foreign policy of the United 
States more effectively if they were united. The deci- 
sion of the House of Commons in November to unify 
the British armed forces under a new Ministry of 
Defense has strengthened Mr. Truman’s contention 
that American military unification is practical, but 
the Navy Department and many members of Con- 
gress still oppose this program. 

BARRIERS TO UNIFICATION. The opponents 
of unification focus their attack at the moment not 
on the plan for military combination but on the sug- 
gestion for joining the military and naval affairs 
committees of the House of Representatives. The 
reason for this oblique attack appears in a letter 
which Representative W. Sterling Cole, Republican 
of New York, wrote early this month to other House 
Republicans. “If we unite our legislative military 
committees, he [Truman} will point to that act as 
proof of the justification of his program,” Cole said, 
adding that the unification of the armed forces would 
“mean the eventual disintegration of our navy.” 
The existence of the House Naval Affairs Commit- 
tee gave the Navy Department a strong, effective 
bloc of friends in the Seventy-ninth Congress. Con- 
gress itself prepared the way for committee unifica- 


* tion by passing the Congressional Reorganization 


Act last spring, but the coming Congress will judge 
for itself whether the act makes union mandatory. 
Cole’s position has the support of some Democrats 
and some Republicans. 

While Truman for the present is silent on this 
issue, the War Department is openly aiming its argu- 
ments for military unification at those among Rep- 
resentative Cole’s Republican colleagues who favor 
Federal economies. Secretary of War Robert Patter- 
son said on November 13 that the “utmost value” in 
national defense “cannot be rendered until we stop 


the duplication and overlapping that are character- 
istic of a two-department system.” Lt. Gen. Ira C. 
Eaker, deputy commander of the United States Army 
Air Forces, said on December 9, “the national econ- 
omy can support but one defensive establishment.” 
As a positive gesture in anticipation of a Republican 
economy policy, the Budget Bureau has informed the 
War and Navy Departments that the President will 
ask Congress to appropriate amounts smaller than 
the sums requested in department estimates. The 
Navy Department recently has made concessions to 
the War Department by agreeing to the establish- 
ment of unified commands in the field, some under 
generals, some under admirals. This measure might 
reduce the effectiveness of the Army’s arguments for 
unity at the top. 

IMPLICATIONS FOR FOREIGN POLICY. The 
importance of the Truman plan lies in its influence 
on international relations. Whatever measure im- 
proves our military policy helps our foreign policy. 
Rightly or wrongly, the Administration is satisfied 
that frequent public statements by the government 
on American military strength, bolstered by vague 
suggestions of readiness to use that strength, were 
partly responsible for the successes the United States 
gained at the two major diplomatic meetings of this 
autumn, the Council of Foreign Ministers in New 
York City and the United Nations General Assembly 
at Lake Success. Carrying forward the campaign to 
keep the world aware of United States military might, 
President Truman on December 19 set up a com- 
mission to study the need for universal military train- 
ing; the War De ent announced on December 
20 that it was establishing a new type of strengthened 
armored division with greatly increased fire power; 
and the Army revealed that on December 18 it had 
sent a guided missile upward to the record height 
of 111 miles. Unification of the Army and Navy would 
further highlight this country’s military strength. 

The current rivalry between the Army and Navy 
cannot but weaken a foreign policy based on mili- 
tary strength, since officials charged with the formu- 
lation of foreign policy cannot rely on competing 
military establishments to coordinate their work and 
planning. President Truman declared on April 6 
that unity is “essential if we are to maintain our 
leadership on the road to peace and freedom.” At 
the present time the foreign policy and the military 
policy of the United States, in spite of the obvious 
need for their harmonization, are inadequately re- 
lated to one another. BLAIR BOLLES 
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